By RICHARD RUGGLES and NANCY D. RUGGLES

Integrated Economic Accounts: Reply

In wheat foliows, Richord and
Noncy D Ruggles, of Yale University,
continue the discussion of prospects
and problems of integraled economic
acconnts. The Moy iseue of the
Survey oF CURRENT BUBINESS present-
ed the set of iniegrated economic -
counts they prepared and their discus-
sion of them; commenis by producers
and weers of economic aecounts, fnside
ord owigide of BEA; ard buckground
informetion,

Introduction

IN the May 1982 issua of the SurveY
oF CurrenT BrusINgss, a set of naticn-
al income and product sccounts and
balanee shests was presented by the
authors under ‘the title “Integratad
Economic Accounts for the United
States, 1347-50." These exparimental
accounts were followed by eight com-
ments by reviewers who had had sub-
stantial experience in the construc-
tion and/or ase of the national ac-
counts.! This article responds to the
isaues raised by the reviewors, clari-
fies or amends some of the argaments
advanced in the original presentation,
and in generzl continues the dialogue
cn this topic.

The discuesion is divided inte three
sadtions. The first section is concerned
with the issue of integration of eco.
nomic accounts: the rola of the na-
tional aceounts, the implications of in-
tegration for the sectoring of the ac-
counts, and how microdata can be re-
lated to the macrcaccounts. Tha
second section deals with more de-

1. Tha reviewers wers Hans J. Adler and Preetom 5.
Funge, Statistics Cansde; Cored 2, Carson and Geargs
Joiaxi, BEA; Edward F. Dénisom, formerly at BEA:
Jobn A. Gocpsan, BEA; Martin L. Macimont, focooarly
at EEA; Stephian F. Tavkor, Board of Governors of the
Federal Reserve Bystam: Helen Stons Tick, BEA: and
Taraes Tolnity, Yale Universily.
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tuiled questions relating to the defini-
tion and use of the transactor ap-
proach, the treatmeot of specific
transactions, and the form of presen-
tation of the aceountz. A concluding
section supmerizes the views of the
reviewers with respect to tha pro-
pogsed mudifications and extensions
and evaluates the role of the national
aceounts in the foture development of
the 1.8, statistical systam.

L. Integration of the Economic
Accounts

A. The role of the notionel accounis in
indegration

I The nature of integrolion.—
Carson and Jagzi indieated in their
comrnents thet, although integration
has long been recognized as a desir-
able objective, the presentation of the
integrated etonomic accounts (TEA'S)
did not clearly specify what it mesnt
by the term, either with respect to
coverage or with respect to the kinds
of linkages an integrated system™
parts must exhibit. The peint iz very
relevant—integration may ha as re-

as matherhood, but it is much
more difficult io define. In one senze,
the present national income and prod-
uct accounts (NIPA's) and their sup-
plementary tables constitute an ine.
grated system of core accounts and re-
lated data. As Denison observed, the
great strength of the NIPA's lieg in
their vse of a few simple formal ac-
counts that are supplemented by
many supporting tables tied to these
accounts. The supporting tables disag-
gregate the summary accounts in var-
ious ways and provide details of their
compoEition.

In another sense, however, there iz
g bhroader role for the naitonal ac-
counts that suggests that they, be
cause of their comprehensive nature,

can and should provide a coordinsting
apd inteprating framework for all eco-
nomic statistics. In this broader sense,
the economic statistics of the Undted
Stntes cannot be considered to be well
integrated, and the NIPA's do not
play a large part. Inbag‘ratmn in this

broader sense would require using
common definitions andd classification

consistent with the national -

gygtems !
accounts for related data from differ-
ent =zources, and establishing the
major economic constructs of the na-
tional accounts a2 comirol totals to
which various parts of the statistical
gystem must be related. The Uinited
Mation= System of National Accounts
(ENA) envisages such a role for the
national accounte in the integretion
of all sconomic statistics, and many
other countries dp use their national
accounts to serve this purpose. But
the NIPA's do not function this way
in the T1.5. statigtical ayvetem. Rather,
BEA considers its task to be primarily
one of drawing upon a large number
of fragmentary, diverse, and uncoor-
dinated sources obtained from differ-
ent government agenecies, in order to
piece togethar 2 set of cora national
accounts and supporting tables. Feed-
back, in terms of influence upen the
bagic data, is limited and in many in-
gtances nonexistent.

In both of thesa senses, integration
is a8 matter of degree. There is, of
course, no one point at which a statis-
tical system becomes “integrated.” In- -
tegration in the first sense can be in-
ereased by extending the comprehen-
giveneas of the core system of ac-
counts. In the zecond sense, it can be
incressed by atilizing the national ac-
counts more fully as the framework
for the wider statistical system. The
IEA's ptternpted ta move in hoth of
these directions, by (1) expanding the
HNIPA core accounts te include Anan-
viel transactions and stocks, snd (2
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redesigning the accounts to serve
more adequataly as & coordinating
framework for economic and social
dzta ak different levels of aggregation

2 Eniorging the national oc-
counts.—With respect to the first of
these directions, that of expanding
the ecope of the NIPA core accounts,
the reviewers did not dizagree with
_ the objective. i was noted by Tobin

that the very essence of an account-
ing system—for a household, an en-
terprise, or a Nation—is a consistent
joint evaluation of stocks and flows;
the national accounting system
should show how changes in balance
sheets from one date to another arise
from incomes, outgoes, and resvalua-
tions in the intervening period. The
Uinited Nations SNA calls for such an
arrangement, as was pointed out by
Adler and Sunga, but no country (in-
cluding Canada) has ever previously
published a fall set of such integrated
accoupnts. As Taylor oheerved, the flow
of fund= (FOF) accounts of the Feder-
al Reserve Board are at an aggregate
leval both statistically end concepin-
ally integrated with the NIPA's of
. BEA as a logical deconsolidation of
the NIPA gross saving and invest-
ment account. However, most users
de consider that NIPA and the FOF
accounts are separate and distinet,
rather than integral paris of the same
system. This perception is reinforced
by the differences in sectoring and
clasgifications used in the two sys-
" tame. The TEA presentstion combined
the two sets of data into a common
framework with a single system of
sectoring, and providad the capital ac-
connts and balance sheets for the gov-
ernment gector &3 well as for the sec-
. tors covered by the FOF accounts.

& Nobiongl accounts as o siotistical
framework —With respect to  the
second objective, that of redesigning
the national accounts go that they can
serve ag a (ramework for a system of
economic and social data at different
- levels of aggregation, & number of re-
viewers expressed substential dissent.
The dissent teck two forms: Some felt
that the ohjective wa=s mistaken, and
others that it was impractical of
achievement.

. Both Marimont and Denision felt
" that this objective imposed featores
that were irrelevant or harmful to
the anglytic usefulness of the ac
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counts, Marimont did not specify
what these features are, Derison felt
that the GNP account in the JIEA's is
not appropriate for the measurement
of production, because it employs
gross rather than net concepts, Al-
though it is true that the IEA's are
gentered around the concept of GNF
rather than thet of national income,
this feature of the sy=tem is based on
the belisf that GNP ia analytically a
more useful concept for meny pur-
poses than national income; it is, of
course, warelated to the use of the na-
tional accounts as a framework for
microdata. The rationale underlying
the design of the IEA's was that the
analy=is of macreaccounts requires an
understanding of microeconomic be-
havior, and as a consequence it is im-
portant to use the same concepls af
hoth the macrodats and microdata
levale. It wounld have been equally
possible to build bath the nationsl
income and product account and the
enterprise sector accounts arcund net
concepts, which in turn could be re-
lated to micraccounis also construct-
od on a net basis.

Carson &nd Jeszr did not 80 much
question the olyjective as express skep-
ticism about the possibility of achiev-
ing it. They doubted, for instance,
that it would be possible—or could se-
viously be proposed—io dewvelop the
accounts in such a way that they
would embrace the broad spectryum of
data included in the Census Bursau's
Socigl Indicetors. Whether such data
could in practice be integrated into
the IEA framework depends uppn
whether microdata sets exist that con-
tain the bagic information and cen be
adjusted te fit (botk conceptually arnd
statistically] the major econmmic con-
structs of the IBA's. It is our belief
that such microdata sets do exist, and
that they can be integrated with the
macroaccounts. It seems worth exam-
ining this question mare closely.

Appendix A to Social Indicators T
describes in some detail the 27 major
sources of data that were ueed in com-
piling this volume.? Aproximately 14
of the seurces relate to houssholds or
individuals and contain microdata
that could in principle be fitted into
the hongehald sector of the patiohal

L UB Depsrtment of Copmsrce, Burean of the
Camang (Washington, LuQ: U3, GBO, 19800
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accounts. These include, for example,
the Cengus of Population and Hous-
ing, the Current Population Survey,
the Health Interview Survey, the Na-
tional Crime Survey, Statistics of
Income, the Survey of Income and
Education, Socjal Security Benefit
Data, and the National Travel
Surver. Indeed, many of thase sourees
have already provided microdats for
“exact mmatched” or “statistically
matched” files used in conjunction
with the existing mational accounts.
Another seven of the sources of datas
listed were reports containing micro-
data from governmental units {ep.,
Apnug]l Surveys of State and Local
Governments} and surveys of health
and educational institotions; it should
be possible to relate ell of these to the
government sector apd its subsectors
in the national accounts. In some in-
stancez the device of satellite ac-
counts suggested by Adler and Sunga
might prove to be useful for hresking
out the more detailed information
{e.g, data relating io the healik sub-
seotor or to institutions of higher
leerning). As might be expected in a
volume on social indicators, relatively
few (four only) of the listed sources re-
ferred to enterpriscs, but these, in-
cluding the Current Business Survey,
the Consumer Price Index, and the
Producer Prica Index, eould £l useful-
ly be developed as micrgdata sets in-
tegrated with the national accounta.
In the cass of both the comsumer and
producer price data thiz would re-
quire using classification systems for
the price data that are consistent
with the classifications used in the
naticnal accounts—something that,
somewhat incredibly, is not now done.

Of all the sources of dats for Soeind
Indicators listed in Appsndiz A, only
apte-—the Uniform Crime Reporting
Program—appears to be inappropri-
ate fer integration with the national
avcounts. The reporting units in thisg
case are law enforcement agencies in
variows localities, and the data report-
ed are various types of crime comanit-
ted. There are a few more gources of
thia type smong the less impartant
sources not lisied in Appendix A,
which reported automobile accidents,
deaths by fire, and atmospheric pollu-
tion; the microdata in these sources
alzo congigt of reporte by specific lo-
calities, These location-specific types
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of information suggest the desirability
of ingduding locational attributes in
the micredata for households, enter-
prises, and governments Localities
cotild then be treated az reporting
units providing dats on crime, acci-
dents, and environmental conditions
occurring within themn. Such linkages
to the national accounts would be ax-
tremely useful for examining the
costs and benefitz of programe carried
out by different levels of government
of for evaluating the welfare of indi-
viduals living in a given area.

4. Nuotionol accounts o3 a meosure
of welfare.—Adler and Sungn asked
why the rationale for both the estab-
lished and new treatments of national
accounts were not viewed with some
walfars consideration in mingd. We
would argue thai the IEA’s were spe-
cifically designed to take several im-
poriant aspects of welfare measure-
ment inte account. The literature on
walfare economics has made it clear
that the presently existing macroec-
onomic construets of the national ac-
counts, which are primarily composed
of transectiona date, cannot provide
an adequate basis for the measurae-
ment of welfare. In the first place,
walfare 15 not merely a function of
the total amount of income and
wealth in 5 Naticn; it is ebvioualy re-
lated to the distribution of that
income and wealth. In the second
place, the boundary established by
trangactions omits meny elements
that are directly relevant to welfare,
such as nonmarkst activities, environ-
mental econditions, and other Eactors
atfecting the quality of life. The TEA's
sttempted to be responsive to both of
these dimensiong of welfare measure-
ment in their effort (1) to establish
linkages botwean the aggvegates of
the macroaccounts and the economic
and social mierpdata for households
and individuals, in order o permit
the analysis of distributions of incoma
and wealth, ard (2) to saparate
market tramsections data from non-
market information, in order to allow
for the expansion of nonmarket impu-
tations without impairing the useful-
neos of the acpounts for analyzing the
belhavior of the merket economy.

& The establishmentfirm dichot
omy.—Adler and Sunga and alzo

Cargon and Jaszi expressed disap-
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pointment that the problems of inte-
Erating imput-gutput into the ac-
counts were not considered. In partic-
ular, they were concerned with the
lack of comparability between the os-
tablishment-beszd industry clagsifies-
tions ueed for input-sutput analysis
and the firm-based industry classifica-
tions used for saving, financial trans-
actions, and balance gheetn.

Both the NIPA's and the Unitad
Nations SNA view input-ontput as a
deconsolidation of the production ac-
count for the Nation, and IEA’s adopt
thiz same approach. Although there
are problemes of execution, these prob-
leme ware felt to be too technical, too
detailed, and too well recognized to
merit specific consideration ix the dis-
cugzion of the TEA's.

We wouid argue, furthermore, that
the specific establishment-firm proh-
lam raised Ly the reviewers is not
properly a question of integration in
the senge that thiz term hes been
used in the discussion to this point. It
does not arise from lack of statietical
coordination, but from the inherent
situation. A single firm may own es-
tablishwents in different industeies,
and it, therelore, is not possible to
choose & gingle industry classification
for the {irm that is the same as the
industry classification of its cgtahlish-
ments. The fact of the matter is that
it is really inappropriate to classify a
firm's activity in a single industry if
it is actually engaged in several in-
dustries. The firm can be, and in the
NIPA's is, claseified into the industry
acoomnting for the largest share of its
output, but this cannot be axpected to
lead to the same distribution as a
classification of  establishments.
Indesd, the “esteblishepent-firm di-
chotomy” as it was roised by Carson
and Jaszi has a direct parallel in the
“individual-househeld dichotomy™ in
the household sector. As in true in the
cage of the firm, the household may
cover B number of subunits (individ-
nals) who have diverse charscteristics
{e.rr., age, sex, education, cecupation).
Although it is possible to classify the
hougehold snbunits into groups based
on thesa characteristies, it is not pos-
sible to clamsify households in these
terms, MNevertheless, such classifica-
tions of households are often made.
For instance, all houmeholde whose
head owns a bugines: may be classi
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fied az entrepreneurial even if other
household mearmbers are wage sarners.

The concern for establishment-firm -«

clagsification problems and the ne-
glect of individual-househaeld eclassifi-
cation problems are, of coorse, direct
reflections of the production forus of
the NIPA's,

Az Adler and Sunga suggest, the es-
tablishment-firm classificatior prob-
ler can only ba resoived by utilizing
information at a more dizagpregated
level, where data are available for (1)
production and capital formation at
the lavel of the individual establizh-
ments owhed by the firm and {2) fi-
Gancial transactioneE and balance
sheels at the level! of the Arm itself.
Such microdata sets can, in fact, be
constructed, and we are at the pres-
ent time developing, in conjunction
with the Burean of the Census, a lon-
gitedinal fle for manwfacturing es-
tablizshenents and firms at the mi-
crournit level for the period 1972-80.
Une of the immediate questions for
which this microdats set is being used
is the one raised by Carson and
Jaszi—ie., analysis of how the activi-
ties of the individual establishmentis
contribute to zavings of firms and
how it tum these savings are related
to capital formation at the establish-
ment level. This sort of question obwi-
ously cannot be answered satisfactori-
ly hy the highly sggremated datz in
the macrosceounts, and requires the
uee of microdata. But in order to use
the microdata on firms and thelr ey
tablishments to explain the behavior
of agpregates in the macroaccounts,
the same concepts of saving and capi-
tal formation must be used at the mi-
crodata and macrodata levels, and the
microdata, when combined, must ag-
gregate to the same conatructs in the
macreaccounts,

B, Sectoring of the economy and inte-
gralion

1. NIPA szectoring and IEA modifi-
cations,—-The WIPA sectoring of the
economy grew cut of the measare-
ment of income originating in the dif-
feremt parts of the economy. The
gector accounts in the original 1947
vergion of the NIPA's ware drawn up
to show the derivation of national
income originating in (1) business, (2)
households and nionprofit institutions,
(3) government, and (4) the rest of the
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 world. Nonprofit  institutions wers
" gronped with households not only be-
¢ cause on a conceptuzl level they were,
_. like households, considered to be fins]
congumers of goods and eervices, but

also bacause on a statisticsl level -

final consumption was estimated by
;. the commoaodity flow method, which re-

sulted in a toinl thet conld nct be
" hralken doom between households and
« ponprofit institutions,

The S-account system introduced in
1968 dropped the account for the busi-
ness sector, and re i the other

" sector accounts to display all of their
ingome and outlaye, rather than fo.
cusing on the derivation of the na-
tional income originating in each
sactor., MNevertheless, the present
NIFA's retain the 1947 sector defini-

. tions. They continue to provide infor.
mation on gross product, net produoct,
and income originating in the buosi-

3 NESE sector {BEJPI tﬁh‘lﬂﬂ 15; 15‘: 1--}9!
1.10, and 1.12), even though they do
not include an explicit buginess sector
sccount. In the industrial breakdowns

~ of product, income, and employment
(BEA tables 6.1-5.26), the concept of
“private domestic industries” iz also

v introducad; this is bhroader than the
concept of “business sector” in that it
includes nonprofit institutions and do-
mestic service workers but it is nar-
rower in that it excludes government

~ entorprises. Neither of these MNIPA
concepts is fully satisfactory. and the
differences between them can result

. in confugion. Um the one hand, the
BEA business sector does not im fact
represent production wnits motivated
by profit, becauss it includes govern-

" ment enterprises and the imputed
gervices of owner-pecupied housing.
On the other hand, tha exclusion of

' government enterpriges from the BEA
indusirial breakdowns of product,
incomne, and empleyment {(despite the

. fact that these units are included in
the BEA huginese sector) results in
underreporting of those industrias
where government enterprizses are in-
portant, and the indusirial composi-
tion of government enterprises re-
maing a mystery. With respect to the

= hausehaold sector, the ineligion of non-
profit institutions reduces the useful-
ness of the hovsehold sector account
for those concerned with analyzing
housekold inceme, consumer expendi-
ture, and saving. It is especially diffi-
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cult to relate the housshold aceount
to more disagpregated data, such as
the sizer of distribution of income and
the sociceconomic composition of the
household sector,

For theze reasoms, the IEA's made
the following medifications in the
NIPA sectoring:

IEA Concepfs NIPA Concepts
Enterprige Sector
= Business Sector
+ Nonprofit institutions
+ Domestic service workers
— Owner-oecupied honging
oi alternatively—
Entarprise Sector

= Private Domeetic Industries
+ Government enterprises

~ {wner-occupied housing
and—
Houaing Sector
= Households and Institutions
— MNonprofit institutions
— Domestic sorvice workere

+ Ouwmer-occupied housing

These sectoring modifications met
with considerable opposition from the
reviewere. Only Tobin uwngualifiedly
stated that moving nonprofit instito-
tions out of the household sector was
an improvement. Taylor approved, in
general, of the modification of the
houschold sector account, buf gques-
tioned whether charities and founda-
tions should not be treated as finan-
cial rather than nonfinancial enter-
prises. Adler and Sunga agreed thet
removing nonprofit institations would
itaprove the household sector, hut
fepred that placing them in the enter-
prise gector would blur the character
of the enterprise sector as being com-
posed of production units motivated
primarily hy profit. Tice agreed that
the changes in sectoring improve the
homogeneity of the honzehold sector,
but felt that this is at great expense
to the usefulness of the entsrprise
sector. Cargon and Jagzi indicated
that putiting nonprofit institutions in
the enterprise sector would increase
the heterogeneity of that sector and
would have a high cost in tevms of
the number of additional items re-
quired to implement the move. Deni-
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gon felt that nonproft ingtitutions are
conswring anits ekin te both house-
holds and governments, and, further-
more, that combining them with the
producing units in the business sector
whose output is normally sold to
other sectors, and can therefore be in-
dependently measured, would be un-
satiractory for the measurement of
productivity.

The majority of the objections to
the IEA sectoring modifications cen-
tered on their impact on the enter-
prize sector. The section= below dis-
cuge Frgt this general guestion, and
then take up some of the gpecific
poinis.

2. Heterogeneily of the enterprise
sector,—Although one can understand
the almoat universal desive to define
the entarprise sector 22 A homogene-
ous groaping of production wnits moti-
vated pritarily by profit, the review-
ers’ comments seem somewhat incon-
gruous in the context of presemt EEA
practices. In view of the coneern for
the business sector expressed hy
many of the reviewers, one would
have expected to find that it played
an important role in NIFA's. As al-
ready notad, however, the NIPA's do
not contain an account for the husi-
ness sector and restrict its role to the
presentation of & few summery aggre-
gates. Even there, the NIPA buriness
gector, despite protestations of Deni-
son and of Adler and Sungn, is not re-
stricted to0 producers selling to other
sectors or profit-making producers be-
causge it includes both government en-
texprises and the imputed renisl
value of owner-occupied housing. In
all the tables that present break-
downs by industry, BEA abandoxa the
comeept of the business acetor and
uses instead the concept of private do-
mestic industries, which does include
both nonprofit institutions and domes-
tic service workers. Thus, neither of
the concepts that are now uged in the
NIPA's meets the criterion of
“murity” set forth by the reviewers.
Furthermore, both NIPA categories
are already very hetercgencous, cov-
ering a wide variety of nonfinancial
and financiel enterprises organized as
cooperatives, mutuals, public aathori-
ties, or public corporations. Such or-
ganizations may operate primarily for
the mutual benefit of the groups they
represent hy providing goods and
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services at lower cost, rather than by
marimizing profit. To lirmit the sntar-
prise sector to a homogeneous group
of private profit-motivated organiza-
tions would reduce its coverage well
below that of either of the presemt
NIPA concepts, and the problem of
the treatment of the excluded enter-
prizes would remain.

J. Nonprofit institutions. —Although
Carzon and Jazzl are quite correet in
indicating that edditional entriss sre
needed to move nonprofit institutions
from the household to the enterprise
zector, the information provided by
theze entries would be useful and is
long overdue. Tt iz not merely cutter
in the accounts. More information
needs to be provided about the oper-
ation of the nonprofit subzecter of the
economy, especially if, with the redue-
tinh of the sovernment sector, it is ex-
pected to take on expanded functions.
Even by BEA's own measure, the
gross product originating in nonprofit
institutions is equal to or larger than
that of the farm subsector, and for
the farm subsecior, BEA goes to the
lengih of publishing & complete table
on farm output, gross product, and
income.

The view put forth by Deniron that
nonprofit institutions are consuming
urits like households seems to be in-
appropriate for many nonproft orga-
nizations, such ss Bluae Cross sand
Blue Shield, major private universi-
ties, and nonprofit private hospitals.
These orgenizations receive their
funds from a variety of sources in-
cluding the sale of their gervices. In
their manber of operation, they are
much closer to other private organiza-
tiong in the same industry than to in-
dividaal househeolds. Perhaps, as
Taylor suggests, some of the nonprofit
organizations such as foundations
might owre appropriately be classi-
fied as financial rather than nonfi-
nencial enterpriges, but they are
clearly enterprises and not housa-
holds.

4. Ownercccupied  housing.—The
transfer of ownercecupied housing
fromm the business sactor £o the house-
hold zector caused relatively lititle
comment. Both Tayler and Tice ap-
prove of the treatment of owner-occu-
pied houging as a household activity
rather then an activity of the bue-
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ness sector—a treatment that, as thay
point out, is incorporated in. the FOF
accounis, Teylor commends it as
being more in accord with institution-
al realitiez. Adler and Sungs were
somewhat ¢concerned that the tranefer
would blur the traditional concept of
the household 83 a consumption unit.
This iz indeed true, and intentional;
the EEA's explicitly recognize that
nonmarket production does take place
in the household sector.

Carson and Jasei question whether
this change in classification results in
savipg esnd investment patterns for
the housshold wnd enterprise zectors
t.hat are more meaningful than those
in the NIPA’s. From a theoretical

int of view, we would argue that
the explicit TEA treatment is- more
informative, because it records the
household’s costs of homeowning
(repair and upkeep, property taxes,
and mortgage interest) as houschold
outlays, where they can be snalbyzed
in the context of household behavior.
In addition, the IEA treatment is con-
gistent with a halance sheet for the
honzehpld sector that shows the value
of tha house a8 an esset and the mort-
page as a liability, to exclude these
fiemns from the household balance
sheel—as the present BEA treatment
requires—is sarely unrealisiic.

Denison opposes treating owner-o¢-
cupied thousing differently from
tenant-accupied housing; he is primar-
ily concermed with the situation
where dwelling units are sometimes
cocoupied by their owners and some-
times rented, with the consequence
that each time an owneroccupied
house iz rented it would, sitictly
speaking, have to be shifted to the en-
terprize sector. We apres with Deni-
som thet frequent shifting would be
wndeairable, and in such cases of temn-

porary or seasonal rental we would
auggest that the house be retained ms
a houschoid asmet. Thig treatment
would mean that only thoge housing
units whose rental is undertaken pri-
merily ag a business activity would be
recorded in the enterprise sector.

5. Domestic service workers.——The
treatment of domestic service workers
in the NIPA's is both a triviality and
an anomaly. Domestic service, meas-
ured by the compensation of domestic
service workers, is in the NIFA's the
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only production taking place in the

hougehold. This figure does not, how- *

ever, reflect all the purchases of do-
mestic services by houschelds. If
house cleansrs, gardners, carpenters,
trash removers, or babysitters are
hived on a fee-for-service basis, these
transactions are treated as purchases
of goods and services, and those in-
volved in previding the services amm
congidered to be solf-employed; it is
only when their compensation is con-
gidared to he “wapes” that they are
treated as houschold employess, The
proposal in the IEA's was to treat all
guch providers of domestic gervices to
househclds as seif-employed.  Al-
though Denison considers this to he
unnecessary and artificial, it seems to
us to represent e tidying up of messy
detail that has long been overdue
There would be no significant change
in the household account; the compen-

sation paid to domestic service work-
ers would still be recorded as a pur-

chase of domestic services by house
holds. In the enterprise account, do-
mestic gervice workers would be in-
cluded together with other self-em-
ployed persons providing houschold
services.

§ The meed for subsertoring. —The
logical conclusion -to be drewn fiom
the discussion of sectoring is that, in
view of the heterogeneaus nature of
productive activity, subsertoring of
the enterprise sector is needed. Such
subsectoring was carried out in the
fuller version of the [EA's, although
space limitations precluded printing
data for the subsectors in the Survey
article, and these data are available
on computer tape frorm BEA. The sub-
sectors of the enterprise sector pre-
gented are as follows:

Enterprise sector

MNonfinancial enterprises
Carporate nonfarm
MNoncorporate nonfarm
Farm
(Fovernment enterprises
Nenprofit institetions

Financial enterprises
Monetary authority
Commercial banking
(ther banking
Pension and msurance funds
(zovernment financial agen-

Cies

Other financial institutions

d
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., . & Microdata and ihelr Inicgration

with the accounts
In the IEA presentation, conzider-

¥

- able emphasis was placed on the de-

girability of using the national ac-
¢ounts not only as a conceptual
,framework for ecomomic data in gen-
ergl, but zpecifically 25 a statistieal

¢ framework for microdata sets relaied
« to the sectors and subsectors of the

accounts, Only a few of the reviewsrs
commentad on thi=s feature of thae
IEA's. Those wiho did, caised questions
» concerning the difficulties of develop-
ing appropriate microdata sets, and

' expressed considerable skepticism &s
& to its practicality. At the same time,

¢

one commment nobed that this iz a
“growth industry,” and ancther con-
cluded that this is intuitively the way

® to go, in spite of its difficulties.
1. Microdota for the houschold

» gecior.—Denison states thai the IEA’s

¢ Emments.

»ab only fail to meet the objective of
providing a framework for household
microdata, but the objective itself is a
* thimera. This view is bazed on two ar-
First, there will be differ-
ences among microdatz sets in the

* definition of the reporting unit—

households, families, dwelling units,
individuals, tsypavers, et¢.—sa that
there is no gengral concept they can
follow. At best the household account
= gan he consistent with only one mitre-
data sot, and for all others a bhridge
table would be needed; therefore, why

> not use a bridge table for all sets?

8econd, Denison points out that
bridgz tables will also be needad be-
., cause agogregates of microdata treat
*on a combined or gross hassis items
that are netted or consolidated in the

. national accounts.

We would argue that this view re-
flects a fundamental misunderstand-
ing of our ahjective. Just as the agere-

- gate national accounts do not conform
to any specific raw tabulation, there
is no expectation that the microdats

+ gote anderlying them shouid conform

to any specific single survey or other
source. Rather, the principle is that
the macroacconnts should be viewed

ly a2 the aggregation (in-
cuding  consolidativn  or netting
where gppropriate} of a theoretical zet

* of micromctonnts. Given appropriate

data gsources, the national accountant
or others should be able to construct,
. by appropriate adjustment of the
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available mirogdata from many differ-
ent sourees, microdata sets approxi-
mating the theory that would under-
lie each sector of the national zo-
counts, A relatively modest household
microdata set that 1s itegrated with
(Le., consolidates to) the household
sattor of the national accounts could
yield usefyl disaggregations of the
major items of income and expendi-
ture, and provide related social and
demographic information. The izot
that there exists a wariety of other
unadjusted microdata sets is aside
from the issue, just as is the existence
of unadjusted aggregate data.

In terms of reporting unit, the im-
portant issue is thet the microdata set
that is to urslerlie the household
sector have the same coverage a3 the
household sector of the national ac
counts. Some of the reporting units
mentioned hy Denizon, such as €ax
payers, would clearly be inappropri-
ate s the basis for eonstructing a mi-
¢rodata set to represent the household
sector, because they cover cnly part of
the population inclnded in the house-
hold sector of the nstional accounés.
A comprehensive microdata set for
the howsehold sector containing data
relating to all individuale in the popu-
latiom, im whick the attributes of the
individuals are specified, would
permit the extraction of data cn the
basds of sny reporting unit for which
information exists (eg., tazpayers,
wage earnerg, school children) and
neers would be ahle to analyze the re-
lation of various reporting units to
each gther. As previously noted, the
problem here is directly analogous to
the establishment-firm ralation for
enterprizes. Ome of the function= of
the microdata set is to clarify the re-
lations among all of the attributes of
the misreenits involved.

Carson and Jaszi and alss Dendson
raised qoestions sbout instituéional
popalations such as soldiers and resi-
dents of prisome and sanitariums.
These paople do not really cause any
conceptual problems: to the axtent
that such gronps receive income and
purchase goods and mervices, their
income is included in  household
income and their purchases are in-
cluded in household expendituras.
They should, therefore, be included as
identifiable units in the household mi-
crodata, The goods and services pro-
vided to them free of chargs should,
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of course, be recorded as part of the
expenditvres of the governments or
nonprofit institutions providing them.

Bridge tables are useful and appro-
priate in many circumstances. Thus,
for example, BEA Table 3.18E, show-
ing the relation of Federa! Govern-
ment receipiz and expenditures in the
MNIPA’s to the Unified Budget, estab-
lishes important linkages hetween
these two Kinds of information.
‘Whera there are different uses of data
calling for different tabulations, such
bridge tabies showing the relation be-
twean the aggregate iabulations are
often useful. But this is quite differ-
ent from using bridge #ables to adjust
raw tabulations of microdata at the
aggregate level, As i= noted below in
connection with establishment micro-
data for the Census of Manufactures,
adjustments made to tabulations of
microdata at the aggregate leval are
not &z satisfactory as incorporating
such adjustmentis into the micredata
itself. The reagon for this is that dif-
ferent aggregstions of the microdata
will add up to the correct control
totals only if the adjustments are
made at the microdata level; if the ad-
justments ere not carried back to the
microunits they will have to ba done
over agein whenaver a new tabulation
is made.

With respect te Denison's second
poiat, bridge takles would in general
net be required in those instances
where the aggregated data are shown
on a conselidated or net basis and the
microdata provide gross data. The
present government segtor in the
NIPA's i2 on a consolidated basis,
wheress the subsector aceounts for
the Federal Government and for
State and local governments show the
trensfers between these levels of gov-
erament on a combined hagis, and ho
bridge table is provided or regquired. It
is easy to move from a more to a less
pross basis a5 data are sggregated.
What is not posgible is to go the other
way; if flows are shown combined or
gross at the aggregate lewel, it is nec-
esgary that they alzo be available on
this basis at the microdata level.

2. The enberprise sector and statisti-
el consislency.—Adler and Sunga cite
the difficulties even in a fully inte-
grated statistical agency like Statis-
tics Canada of linking microdata
origihating from differently defiped
units of collection {ie., establishments
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and firma), and suggest that the re-
souree Sosts are more than can be
faced with eguanimity. They note
that even such: seemingly simple ateps
as ensuring that establishments or
frms in sets of data orginating from
different surveys sre always classified
in the same industry and location are
often frustrating and always fime-
and resourceconsuming.

Thesa problems, however, are not
problems that are restricted to the de-
velopment of microdata sets. Al-
though the problems become plaringly
obvious  in the microdata context,
they are equally important, and
equally prasant, in the context of the
aggragate accounts. Thus, for in-
stance, if one source is used to make
eatimates of output by industry and
another somrce is used for employ-
ment and hours, incongisgteney In the
industrial classification of astablish-
ments or firms will result in errors in
the measurement of productivity by
industey. It i3 not true, as the obser-
vations of Adler and Songa might
imply, that meraly because the errors
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caused by inconsmstent classification
of industry and location in different
sources are not obvious in macrodata,
such errors can be swept under the
rug. Nor can it be assumed that they
will somehow average out. What {: ra-
gquired for coordinating different
sources of data is, of coorse, a rom-
plete industrial register that lists all
firms, their establishraents, and the
location and industrial elassification
of each establishment. Mast countries
have eome to remgnize that such a
register is a prerequisite not only for

providing adequate sample frames,
bixt alzo for coordinating statistics
from difforent sources. The TS
Census Buresau has begun to devalop
such a register, but confidentiality re-
strictions have so far prevented its
use by other statistical agencies. The
development of proper statistical pro-

cedures may be frostrating and even

costly, but the confusion that resulis
from the lack of coordination ig even
mora frustrating and far more costly
to users as well as producers of statis-
tics.
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d The availabilily of microdate.—

Congistent with their skepticism con-
cerning the poasible intepration of the
data in Social Indicators with the na-
tional accounts, Carson and Jaszi do
not believe thet the quantity of usable
microdats (s as large as we suggested,
and, given the substantive difficuities
and costliness, they are less optimistic
about the prospects for integrating
microdata and macrodsta, While con-
ceding that the possibility may exist
for households, they state that if the
prospects and problerns of the use of

L]

microdata for the enterprise and gov-*'

arnment sectors had been examined
more thoroughly (ep., the previcusly
noted establishment-firm dichotormy *
and also differences in business ac-
counting practices), the provision of a
framework for micredata might have
been given a smaller weight in the re.
desizn.

With respect to the general fques-
tion of the gquantity of usable micro-
data avallable, it is, of course, true

%

."

that all national accounting estimates

Computer Tape for IEA Tahlﬂ

The complete zet of IBA tables are available on computer tape. To order, send a check, payable to the Bureau of ..
Economic Analysis/11.8. Deparitment of Commerce, for $150.00 to the Budget Office, Burean of Economic Analysis, 1S,

Department of Commerce, Waghington, D.C. 20230, Request “Integrated Eronomic Accounts for the United States” (BEA *

CBA. 32-001). Specify whether you want internal labels and whether the tape should be 850 or 1600 bpi.

National and sector accounts, 184780

1.1
1.2

Grogs Nadional Product

Relation of Matiomal Income,
Met Nabtional Produoct, and
Gross National Produet

Grogs Nationel Product (1972
Dollars)

Entexprize Gross Product Ac
count

Household Current Income and
Outlay Account

Cenarai Govarnment Feceipis
and {urrent Cutlay Account

Reat of the World Cucrent Ac-
count

Capital Aesounts for the Nation

Stock of Rapraducible Goods in
Censtant Prices (1972 Dollars)

Mational and Ssetor Capital Ao-
counts In Constant Purchas-
ing Fowar (1372 Dollars)

Enterprise Capital Accounta

Household Capital Astounts

Covarnment Capital Accounts

Rest of the World Capital Ac-
counta

13

1.10
1.40
1.50
1.60

21
a2

23

210
2.40
2.0

Submector AoountE
Grogs prodict ateonts

1.2 Nenfinancial Enterprize (1553-
kil
L.21 Corporate NonFarm (1358-T7)

1.2  Noncorporate MNonbrm (1869-
mn

128 Farm (1950-T7)

184 G??'.I}arn.mnnt Enterprige (1050-

)

12  Nonprofit Institutions (195377

L50 Financial Entorpries (1950-T5)

131  Monetary Authority (1959-76)

132 Commercisl Banking (1558-T6)

133  Other Banking (1959-75)

13  Penwion and Insuraoce Funds
(1958-TE)

1.3%  Governmem Financial Apsncies
(1952-TH)

1.3  Other Financial Institutions
(1858-TH)

Beceipts and currant outlay accounts

151 Faderal Govaroment {15347-80F
162 State and Local Governments
{1847=-B00

154 State Governments (1958-75)
1.54 Local Governtnents (1959-75)

Capital sevvunts

242  Nonfinancial Enterprize (1958
m

281  Corporate Nonfarm {1859-TT)

2z H%?urporate Honfarm  (185%-

228  Farm (1959-TT)

224  Governmeant Enterprigs (I959-
™

286  Nomprofit Institutione (1959-77;

280 Financial Enterprise (1958=75)

231  Monetary Authaority (1955-T5)

232 Commercial Banking (1969-75)

233  Other Banking {1956-75)

284 Fenmion and Iosuranos Fonds
(195375}

2.35 Gryerpment Finaneial Aganches
(10:58-¥5)

236 Dthwr Financial Eotarpricss
(1858-75)

251 Federal Govarnrneant (J547-30)

208  State and Eocal Covernmenta
(1947 =50

258  State Governmenis (1PE9-TH

264  Local Governments (1838-T5)

T
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. are in lexge degree baged on tabula-
tions of microdata, and these basic
sources are prime candidates for the

« conztruction of microdata eets that
are integrated with the nationsl ac-
counts. In some cases, these may be
administrative data provided by the

+ Intermal Revenue Service, the Socizal

Security Administration, or other reg-

ulatory or statistizal agencies. Tha

raw tabnlations are not usually incor-
porated directly into the nationzl ac-
counés estimates, because adjustments
for conceptual differences, underre-
porting, or incompiets coverage are
generally needed. It is, of coarse, mec-

., eszary that the same adinstments also
. be introduced into the microdats if
they are to he coordinsted with the
gccounts, but the experience of the

+ statistical collection agencies has indi-
cated that such procedures are both
feasible and highly useful for the data

- collection itself. Thus, in con-
nection with the Censue of Manufac-
tures, it is now customary to Intros
duce into the records of the individual

" establishments the necessary edit cor-
rections, imputations for missing
data, and other. adjustments =0 that
the final computer tabulation will be
exactly consistent with what is pub-
lizhed.?

With respect o the specific ques-
tion of microdata for establishmenis,

* becanse of the relatively small
numhber of large enterprises and es-
tablishments that account for most of
the production ing place in the
Unpited States, it is both feasibla and
degirable to build comprehensive mi-

. crodata sets by using exact matching.
Az already noted in the discusaion of
the establishment-firma classification
problem, & longitudinal microdata file
for firms and establishments has been
developed for the manufacturing
gector for the pericd 1972-80. This file

- uwtilized exact maetching and containg
data for approximately half a million
manufacturing establishments for the
census yaars 1972 and 1977, and
about 80,000 establishments for the
other years covered by the Annual
Survey of Manufactures.t A micro-

3. Praston o). Waite, "Troputation Mathodology, Boa-
rik i Gen?ulu and Surveys" prepared Cor the
Censns Advisary Comenities BMeeting, Cviohar 8, 1982

4. Kichard and Nancy D Kugghes, "The Develops
ment and Use of Longitudingl Exteblishreant Dats,”
;‘;-pil;ain workehop heM in Raslon, Va., Janvary 14-
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data base being developed by the
Smgz]l Business Administration covers
all firms and establishments in the
economy (including nonprofit organi-
zafions and family businesses). A
number of publicly available sources,
such a9 the Dun and Bradsireei
Market Identifier File {credit hst]ngs}
and the Market Data Retrigval File
(yellow pages listings), have been
mergad and matched to produce a
Mastsr Establichment List of approxi-
mately 8 million establishments. Fur-
ther research has been done to devel-
op an Establishment and Enterprise
Microdats File (about 4.7 million es
tahlishments), which provides infor.
mation on the relation between enter-
prises and establishments.® The file is
being validated by making compari-
song, within the proper confidentielity
safeguards, with government adrninie.
trative files relating to corporate and
noncorporate tax returne and employ-
er social security and unemploytnent
insurance files. Finally, more detailed
financial data (income accounts and
balance sheets) are being merged inic
the file on an exact maich basis for
all those businesses for which such
data are available {about S0,000
cages). All publicly traded companies
{approzimately 10,000} are, of course,
incleded. The objective of this re-
gearch is the development of a totally
intagrated and weighted sample of
200,000 to 800,000 enterprises that
will provide employment, sgles, and
financial datz on a longitedinal basis.
With respect to the government
sectoy, the feasibility of the develop-
menit of micradata hae alse been dem-
onstrated. John Quigley and James
Tragk at Yale University, with Na-
tional Service Foundation sapport
(and BEA assistance), undertoolk to
develop microdata sets for govern-
ment units that were fully integrated
with the government sector of the
NIPA's. The bagic source for the mi-
crodaia set was the detz tape from
the Census of Governments for 1972,
which provided individual acccunts
for 75,000 budgetary units; these units
included not only Federal, State, and
local governments, but also other
public bodies such as public authori-

B The State of Smell Business: A Rapori of the
Preafoiens, March 108 Appendia B, The Small Busi
nede Dote Bage nnd Other Ssurcet of Businass Infov.

mition: Recwnt Progriss.
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ties, regional agencies, and schoot and
water districts. The microaccounts
coversd the sources of revenue by
type and the outlays by function, and
also provided capital accounts for (1)
the Federal Govermment, by States
and the District of Columbia (51); (2
State governments {5k (3) county ag-
gragates of local governments (8,118}
(4) standard metropolitan statistical
areas (100 largest); {B) separate ace
counts for ceniral cities, suburban
rings, and regional governments (for
largest 100 standard metzopolitan sta-
tistiral areag:® This project estab
lighad the fesgihility in terms of cost
and validity of using the Census of
Governments data to develop a micro-
data set of government umta that is
integrated with the national accounts.
With respect to household micro-
data, the view of Carson and Jasz
that the development is substentively
difficult and costly stems, no doubd,
from BEA's experiences in the devel-
opment. of the estimates of the size
distribution of personal income using
both exact and statistically matched
microdata. This experiance under-
geored the need for a househald sector
in the national accounis that is con-
ceptually compatible with microunit
information. Much of the difficuléy
BEA enpountered arosze, first, hecause
it was necessary to develop, within
the persomal income concepk, anothey
concept of family in¢ome, which could
be distributed by size. Second, it
should be borne in mind that the mi-
crﬂdam effort in which BEA engaged
was pioneering ressarch, and much
was learned in the process; uertamly
those who were directly involved in
that research have & much more posi-
tive view of the level of =uccees
achieved and the future potentiality
of integrating household microdata
and the national accounts. Finally,
the quagtion of cost should be kept in
perspective, In absolute terms, the mi-
crodata work in BEA waz quite
modest, and relative to the teial of all
BEA activities it was almost imper-
ceptible.

B. Jehn Gaaigley, "The Bpatiel Distribubion of Dublic
Sactor Activity: A Prelimioary Raport,” Froomedings of
e JS7F Deneraf Conferesct of the Socicly of Govern-
mgnt Tepcontits (Washington, 000z Seclely of Geverp-
ment Economists, 19772 Jokn Quigley (with Gail
Treak svd James Trask], “Inttme end Preduct As-
counts far tha Local Public Sectsr,” Trstiicbtion for
Soclal and Folicy Studies, Working Peper 793, Yale
Univarsity, 1977,



IL. The Recording of
Transactions

A. The transactor approach

THE IEA’s view the national acconnts
as being composed of sets of sector ac-
¢ounts, which in turn represeni ag-
gregations or consclidations of sets of
microaccounts for individual transac-
tors. At the sector level of aggrega-
tion, the transactors are classified
into enterprises, households, govern-
ment, and the rest of the world. The
aceounts for both the individual tran-
gactors and for the sectors of the
econarny relebe to productive ackivity,
current income and outlays, capital
transaciions, revaluations of balance
sheet tems, and balance sheets, This
is the basic framework used for the
recording of transactions in tha IRAs,
This view of the accounting system
is gtrongly cpposed by Mavimont, who
argues that the national accounting
structure ghould be designed in ac-
cordance with what i needed for a
comprehensive understanding of how
the economny operates. After the total
system is designed, Marimont sug-
gests, the nationsl accountanti ecan
then develop methods for adapting
the data for individual transactors.
Marimont does not, however, suggest
how a system developed in the way he
k2 would differ from one con-
ceptually besed on individual transac-
tor accounts, nor does he indicate
what criteriz he would use. The histo-
ry of the development of the BEA ac-
counts suggests that he may have had
in mind constructing the system
around the derivation of a few aggre-
gates such as national income, and
saving and investment. Thiz was the
original basie of the 1947 NIPA™s, and
still plays a large rols. The transactor
approach of the IEA's subscribes to
Marimont's principle that the ac-
counting system should be designed in
terms of what is needed for a compre-
bensive understanding of how the
econcmy operates, but it suggests that
this can beat be accomplished by pro-
viding organized and systematic infor-
mation oh the traneactions and bal-
ance sheetz of different groups of
transaciors. As Tobin peints out, the
exizting NIPA's da not in fact provide
a satisfectory conceptuel freamework
for the tracking and consistent evalu-
ation of stocks and flaws needed for
undersianding economic behavior.
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In implamenting the transactor ap-
praach, the TEA’a made a sharp dis-
tinction between actual market trans-
actionz and imputations for nonmar-
ket activity. Many of the reviewers
raised questions about the definition
of imputations, as well as about the
usefulness of this sepsration. In the
discussion of financial intermediavies,
Annex 1 of the IEA presentation
leaned haavily upon how the transae-
tors themeelves viewed the transae-
tiens. Carson and Jaszi, Denisoxn, and
Marimont all questioned this “tran-
sactor approach.” Denison pointed out
that different transactors may view
the same or similar transactions quite
differently, and Carson and Jaszi and
zlee Marimont commented that the
IEA’s did not comsistently embody
this principle.

In view of the guestions that bave
been raized about the definitions an
principles that underlie the transac-
tor approach, a reexamination of the
treatment of specific imputations and
transsctions I8 in order. It was cer-
tainly not our intention, in intreduc-
ing the fransactor approach, to record
the zeme or similar {ransactions dif-
farently based on how individual tran-
gactors view them.

B. Imputations

Carsorn and Jaszi, Denison, and
Marimont reised many ohjections -to
the IEA ireatment of imputations
Carsom and Jasai felt ihat there are
conceptual problems in determining
what should be coneidered to he an
imputation. Denison objected to as-
signing the market transactions sg-
gregate a central role because he felt
that there is po simple and noncon-
troversial concept of money income
ang expenditure. Mariment found the
treatment of impuetations tronblesome
and indicated that there is a need to
define more precisely what kinds of
transactions are to be classified as im-
putafions. Finally, all of these review-
ers arreed that the seperation of non-
market imputations resulied in more
complex accounts, which were less
conveniant and informative than the
NIPA presentation.

In the IEA’s, nonmarket imputa-
tions relate to activity that is not
meszsurad by actual market transac-
tions; a ¢lear example of & nonmarket
imprtation iz the services of owner-o¢-
cupied houszing, which BEA valuea at
its equivalent space renial value. This
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IEA definition of nonmarket impata-.

tion conirasts with the more compre-
hensive BEA definition of imputation,
which includes, in addition, some ac-
tivities {(ag., financial services) that
are measirsd in tarms of the (market)
costs of providing them.

Carson and Jaszi suggest that the
separation of market transactions and
nonmarket rmpitations in the [EA's

was primarily motivated by the balief *

that, compared to artual market
transactions, the estimates for non-
meaxket imputations wore relatively
speculative. Thie is a very consider
able oversimplilication of owur posi-
tion. We recognize (1) that there sve

actual transactions in the accounts.

that are Ive becau=e reliable
data are not available for estimating
thein, but we would not favor classify-
ing these transsctions as nonmarket
imputations. We also recognize (2) the
controversial nature of the treatment
of certain actnal trapsactions, such aa
the cost of financial services, hut
again this is no reason to gronp such

transactions with nonmarket activity. ™

We agree (3) that the concepts of eco-
nomit depreciation and househald
capital consumption are conceptually
somewhat shaky, quite apart from the
question of the availability of data; in
this casa we {cel that these are non-
market imputations for which there is
no transactions counterpart, and they
should be embodied in the accounts in
a way thai does not impinge upon
market transactions measurpments.
We do not feel, however, {4} thet food
and foe] produced and consumed on

farms should be classed as rparked |

and included in farm market produc-
tion @#nd consumption expenditures by
households, meraly because it is con-
sidered to ba & “hard” estimate. Fi-
nally, we would argue (5) that the sep-
aration of nonmarket imputations is
not particularly complex and that it
iz analytically meful.

1. The accounts os a framework for
morket transactions.—The primary
function of the national income and
product accounts has been fo provide
a framework for digplaying the intex-
actions of different sectors of the
economy with one ancther in terms of
the market transactions in which
they engage. For analyzing the behav-
ior of prices, output, and employment,
it is this network of market iransac-

tions that is the prime focus of atten- .

tivn, There are, of course, a great

]
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many transactions for whick it is dif-
* ficult to obtain sound statistical data.
i In such instances, the pational ac-
countant sttempts t¢ make the hesi

*3" estimate possible, recognizing that

ormssion of a legitimate entry in a
full set of market transactiong would
» reault in a greater error than includ-
ing an inaccurate estimate. Thus,

" BEA doct include sstimates of such
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» items ag tips paid to waiters and wait-
resses, and the paymenis made to

+  babysitters. It was not the infention

of the TEA's, and we agrea that it
* would be quite inappropriate, to clas-
, Sify transactions as market or non-
market on the basis of reliability.
b2 Market imputations in the ac
counts. —Market imputations are de-
fined in the IEA's as activities that
. are valued in terms of their cosis of
production rather tham in terms of
v the market value of their sale. Exam-
. ples of markat irmputations ave the
measurement of the value of (1) finan-
y cial mervices provided by banks, {2)
the change in inventories, and (8)
+ final consumption expenditures of the
government.
" With respect to the treatment of fi-
* nancial services, the problem iz more
one of where to draw the boundary
beiween intermediate and final prod-
uct than of market versds nonmarket
aetivity. The decizions may be conéro-
- vergial, but the messurements in-

A

, volved are all market-determined, In
the United Nations SNA, 2ll financial

v, services mre treated as an intermedi-

\
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ate product, wheveas BEA treats part
of them az firal product. Financial
services are mobt the only example of
& this sort of problem. As was
+ inh the discussion of the IEA’as, there
are other kinde of expenditures that

*|* BEA currently trzats as intermediate

that might be considered final ex-
penditures; these include research
o 8hd development, radic and telewvi-
gien, apd other sonsumption provided

{4 hy enterprises. Conversely, as Tohin

, suggests, some of the current expendi-
ture of gevernment might be consid-
ered to be intermediate rather fhan
final. Such shift: in the production

+ boundary mey well occur within the
framewark of a systern of accounts
drawn up in terms of market transac-

J* tions, without involving any nonmar-

ket imputation.
Denison does not consider inventory
change to be based on market trans-

| actions, and he states that including

rlk
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it in income regults in abandoning the
market tremsactions concept. From
the paint of view of the IEA’s, howev-
er, inventory change is based on
market transastions, because it 5 the
difference betwesn costs of production
and sales, both measured by market
transsctions. Even the inventory valu-
ation adjustment is merely a correc-
tion in tha application of accounting
methods—presumably there are ac-
counting records, and there are
market iransactions on which the cor-
rection is based.

Caraon and Jagzi and also Denison
took the position that government
consumption expenditures should not
be considered an imputation, but
rather should be viewed as final pur-
chages. Thiz seams very reagonable,
and IEA's do not preclude such a
treatment because government ex-
penditures are considered to be
market transsctions. The United Na-
tions SNA doas set up 2 production
account for government, in which its
purchases from business and the com-

pensation of government employvees'

are considered to be inputs that in
turn are used to produce government
outputs. United Nations SNA thus
treats the purchases from business as
interrmediate goods, and government
final consumption ¥ treated as an im-
puted purchase by the government of
the sutput it has itgelf produced.
While technically correct, this United
Nations SNA approach is awkward
and for most povernment final con-
sumption unnecessary, and the alter-
pative BEA explanation is simpler.
The BEA interpretation is not, howev-
er, in cenflict with TEA.

& Economic depreciation.—The
IEA's 40 not consider that scenomic
depraciation is a market transaction,
and recognizes this by building the
national income and product account
and the sector carrent sccounts
arouhd gross market {ransactions,
Thus, gross saving in each sector ac-
count iz the balancing item, repre-
senting the difference between total
current marcket receipts and total cur
rent market outlays. As a balancing
item, it iz independent of the estimate
for sconomic depreciationn. This does
not mean, as Marimont suggests, that
capital consumption is treated as a
matrket transaction in the household
accoutnt; rather, in this coniext, capi-
tal consumption and net saving are
egsentially memorapdum items at-
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tached to tota! gross saving in each
acrount, showing its possible division
into these two components.

£. Food and fuel produced and con-
sumed on foerms.—Carson snd Jaszi
indicate that the estimate of food and
fue) produced and consumed on farms
is not so speculative that it requires a
different kind of statistical estimate.
The IEA’s classed it 82 8 nonmarket
imputation for two reasons. First, it is
production and consumpiien that does
not go through the market, and it is
not at eli clear either conceptually ar
statistically just what is or should be
incloded under this rbric. For exam.-
ple, should kitchen gardens and poul-
try raised by farmers be included? If
not, on what grounds shoald they be
excluded if other food and fuel is in-
cluded? ¥ they are included, why
ghould not the kitchen gardens and
pouitry raised by nonfarmers alse be
covered? (The latter figure really
would be speculative!]l Should the
processing of the food, Le., the slangh-
tering and curing of meat and can-
ning of fruits and vegetables, zlao be
included? ¥ farm wives' canning ac-
tivity ig coverad, should that of ather
housewives not aleo be included?
Second, it is mot clesr whai value
should be placed on such home-con-
sumed production—the opporbunity
eost that could be obtained by selling
the product, the input costs, the price
the farmer would have to pay for the
product if he bought it, and the value
which the farmer would himseall
asaign to the output as a consumption
good all are possibilities. Although
farm income in kind is less than 1
pereent of farm gross output (under
21 billion in 1989 and its estimation
may seem to be a trivial matier, these
questions of valuation are precisaly
the same as those that arise in con-
nection with the valuation of owner-
occupied housing, and that estimate iy
not trivial in size.

5. The separagtion of nonmarket im-
putoripng.—It is true that eeparating
market transactions and nonmarket
activity increases the complexity of
the accounts and makes thein more
diffirult for those who are accustomed
to the NIFPA's. But thiz increase in
complexity can easily be exaggerated,
and it is the market transacticns ac-
counts that represent the core of the
gystem; these account: record =l
transactions between different trem-
sactors. The imputations for nonmar-
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ket activity ave estimates of the pro-
duction and consumption activity that
is internal to a sector and does not go
through the market. The NIPA's cen
neglect the distinciion between
market and nonmsrket activity be-
cause they postulete a single correct
specification of the production bound-
ary—cne that includes exactly the
correct amount of nonmaricet activity.
Many propogals are pow being made,
howenrar, to exiend the conventional
production bnundary te include such
things as the services of government
and consumer durables and the non-
market activity of the househald. If
consideration 5 given to any of thesa,
it will become jncreasingly important
to preserve intact the core set of
transactions relating to market acktivi-
ty. It is, perhaps, betier to build in
the possibility of some flexibility,
rather than to be forced to cling to an
outmoded definition of the production
houndary bayond ita useful life.

€. Benefits tn kind

Ceriain benefits in kind provided by
business are treated in the NIPA's as
income received by the beneficiaries,
and ¢orrespondingly, as expenditures
by them. Thus, some of the financial
services provided by banking institu-
tions are considered to be income in
kind received by households and gov-
ernment and ailso expenditures by
them for these services. Similerly,
fringe benefits in kind that employers
provide to their employees are includ-
¢d bath in other lebor income and in
expenditures and personal saving of
househclds. In the TEA system, how-
&ver, benefits in kind are ireated as
final expenditares of the provider of
the benefit. and oo atiributions of
income and expenditure are made to
the sccounta of thoze who thesretical-
l¥ henefit. Both financial services pro~
vided by banking institutions and the
fringe benefits in kind provided by
private employers are treated in the
IEA’s as enterprise final zonsumption
expenditures,

Part of the rationale for this treat-
ment iz that the recipients might not
recognize these benefits in kind as
income. In light of the comments of
the reviewers, this rotionale requires
reexamination. Carson and Jaszi
argue that the significance of many
fringe benefits in eollective bargain-
ing is prima farie evidence that em-
plovees not only recognize them, bat
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alse attach considerable importance
to them. It ig apparent, howevar, that
workers may recognize and attach
value to many other improvements in
working conditions, such as safety,
working environment, and hours, and
vet BEA does not treat these ameni-
tiaa ag part of personal incomse. Nor
does BEA treat benefits in kind pro-
vided by government, such as educa-
tion, public health, and community
services, ag pari of personal income
and personal consumption expendi-
tures, alithough again individuals re-
ceiving them may recogmnize them as
benefits. In view of this murkiness,
thers is ranch to be 2aid for consider-
ing all benefits in kind to be final ex-
penditure of those making the ex-
penditures, irrespective of whether in-
dividuals recognize or attach impor-
tance to their receipt. The analyst can
then make further attributiona to tha
groips he congiders ta be the benefici-
aries, if he wishes. The United Nea-
tiong SNA, for instance, includes e
supplementary concept called "total
consumption of the population,” in
which all of these attributions are
made. But this is provided in addition
to, not instead of, household consump-
tion expenditure.

. Pensions and insurance

In the IEA's, the aszsets of panmn
funde and life insurance companies
gre atiributed to their progpective
beneficiaries only tc the extent that

they have 2 cash surrender or loan -

velue, Otherwise, households are not
credited with *“wealth” representing
the capita) velua of foture pension
benefits. Although Taylor and Tobin
find this peneral treatment ugefol
and satisfactory, Dension and Gorman
take izane with it.

1. Revised eptimates.—Since the
publication of the “Integrated Eco-
nomic Accounts,” Gorman has cor-
rectly pointed out that, in transfer-
ring fringe benefite in kind from
household to enterprise consumption,
the TEA's should have deducted from
household consumption expenditures
only the cost of services provided by
pengion and insurance funds. What
the IEA's did deduct was not only
these sarvices bat also the net addi-
tion to pension and insuwrance re-
serves. These ¢corrections pffect enter
prise consumption, houwsehold con-
sumption, and household gross and
net saving. The published and the re-
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viged estbmates are given in table 1.7
These revisions do not affect the bal-
ance sheat estimates for either enter-

«

prises or households, because the bal- |

ance sheets were based on FOF data.
They da, of courss, affert the residual
discrepancy beiween net saving as de«
rived from the balance sheet and as <
derived from the current account,
which was given as part of the adden-

da to the housshaold balanca sheet., "

2 Pensions and Life instrance—
Deniron considers that all privete
pension and life insurance reserves
{as well as the saving of nonprofit in-
stitutions! belong in the household

sactor, becanse they are all of value to |

households &8 prospective benefici-
aries. Even term policies or unvesfad
pension plans with no cash surrender
value, he feels, may be currently vala- «
able to the holder because they may
make it possible to obiain ferther in-

- w1

aurance without examinatiom or at +

lower cost. The IBA view, in contrast,
is that houselolds do not in fact own
or ¢ontrol the noncasheble portion of
private pension amd ineurance ra-
serves, amd therafore this pare of the
reserves should be excluded from

their balance sheets. Although the

households mey be bensficiaries of
peneions or inserance in the future,
the IEA’s do not record this as bouse-
hold income until such time as it is
actually received. As for the view that -
term insurance and unvested pension
plang may be currently valuable to

the ownmer from the point of view of -

buying insurance, so is being a veter-
an, young, or femals, and these fac
torz are not reflected in the accounts
Gorman oppoges the proposed ™
chanme on the prounds (1) that life in-
surence carrier saving, and therefore
corporate profits, would be increased
by the excess of the incresse in aggre-
gate reserves over the increase in
cash sarrender values; and (2} that he -

7. BEA doss not prepare esbmetes of penision Sund
operating expenees, ecausa 1hey are oot needed for
the NIFA"s. Preparation of meliable estimates at the
prasent time §a nob poesible becawse (1) insured pen-
aleny fupd opernting expenses are uried in the data |,
for lifé inguramce carriers, and (23 thire is svidencs of
a2 mogsive sbortfall jn the axiging Becurlties and Fx-
change Comimizsivn data o nonigeured pension plana.

Under thass circomstancss, thie sitimabes of penaken

Mund apeeating sepsupes o the TEA's wore based on &
simple-minded wxtrapolution of the 1977 ratls of pen-
aion fund operating expensas to smployer cootrbe-
iions; duta for Fhe ratky are from pn Inkernal Revaooe
Barvice tabulatian of Form 5600 published it the Six- |
!‘g‘g o Tocomte Selietin, Voelume 1, Mo, 4 (Spring
1 3
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Tabla 1.—Bevised Eotlimates Regulting From Comrecting Pension and Imsurznee Data

Eidlkas of doltery]

Buostehold sonyumption | Powmhld grom waving | Howshold ok saving
axpaoditorns -

Fubluhed | Rorjesd | Fublished | Revied | Published | Revissd
ik MLz k- %) 1248 oy [0 %]
480 1251 Ligs 1381 #xl L
Ik 8y 1444 1383 T4 34
4718 1846 171 1840 &0 132
21l 5114 Z1TH i 1118 1026
waz o Fif.z v 1 LI w2 M
- ) LA jeTix:) 1119 w4
-] .2 A ZIAT 168, il
302 T66.3 P 2541 1EB B55
Bd Bk A 2081 T80 M1 1.1
363 LR 2104 90 5 [T1°E: T

LAgeT AL 4.5 e wa e

is not aware of any aggregate data an

+  cash gurrender value. With respect to

| the first point, there is ne necessity

tfor increasing corporate profits by the
excess in apgregate reserves; if indeed
the excess ageregate resetves are ac-

» tirarially or legally required, they rep-
resent a legitimate ear-marked re-
gerve that would oot be available for
distribution as profita to the stoek-
* holders, although they would =till con-
stitute part of gross saving. With e
spect to the second poini, although

¥ there may be no readily availsble ag-
gregate data on cash surrender vaiue,
insuranee companies de provide their
pdlicyholders with this information,
and this can be used to develop the

« negeasary aggregate estimates.

Demun questi-:mad the tranzfer of
government pension reserves from

- the pgovernment to the enterprise

t  sector. These reserves largely pertain

i to State and local government em-
_ Ployess, and the transfer reflected the

“fact that the employes pension funds

- of State and local gevernments are

ge.neralljr held by government finan-

? cial enterprises. It is dehatsble wheth-

&7 thess penzsion funds should be clas-

' gified with other pension funds or

" o with other government financial insti-

tutions, but they should clearly be a
part of the enterprise sector rather

3 than of government. The IEA% did

not intend to mediatize the Federsi
Government’s retirement system
through the pension and insurance
* sector, and Taylor's point in this case

» iz well taken.

'. Taylor raised a question about the
" posgibility of estimating unfunded Li-
abilities of retirement systemns, ie,
the differemce betwesn the present

» value of future payments due from re-

e

tirement systems and the capital
valne of the ussets of the systems, He
recognized the asymmeirical nature
of such estimates; they have impor-
tant implications for emplover proups
supporting such systems but may
have little meaning for workers cov-
ered by the plans because they are il-
Liquid and are fairly abstract con-
cepts. For this reason, he suggested
incloding such estimates as peripher-
al or memorandum information with-
aut ancorporating them fully into the
accounts. Furthermore, he falt that
Bocial Security plays a rvole for indi-
viduals payallel to that of retiremeant
systems, and its cepitalized Habilities
might be included in the mesnao table
even though Social Securily wealth is
not capitslizad in the househald ac-
comnt. At firgt glance, sach an ap
proach zeems both reaszonable and at-
tractive, but the highly speculative
nature of the estimates becomes evi-
dent when one recognizes the extent
to which assumed future changes in
the price level and the interest rate
-dominate the regukis. In the case of
Social Security liabilities, it world
also be neceseary to forecast the ages
at which people will retire in the
firture, the effect of other related gov-
ernment programs and private pen-
sion plans, and probable changes in
entitlements. Furthermore, it would
not be appropriate to capitalize Social
Security liabilities without at the
same time capitalizing the fature
stream of Social Security revenues,
and this would invelvwe {orecasting
Social Security tax rates, wage rates,
and employment. One needs only to
refer to past estimates relating to the
future of the Bocial Security System
fo see that such astirpates are diffier-
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ent in kind from the reporting of past
eventa with which the accounts are
concerned.

& Fire and casualty insurance—
IEA Amnex 1 considersd the treat
ment of fire and casualty insurance in
the accounts. The IEA's agree with
tha NIFPA’s that the value added of
fire and casualty insurance companies
iz correctly measured by net premi-
wmsz (gross premiums minus claima
paid). Anner 1 raises the question,
howevar, as o whether this is also
the correct measure for computing
value added of a firm purchasing fire
and casvaelty inmarance, or whether
this cost should be measured by the
gross premivm. Gorman emphasizes
that sll accidental damage to fixed
capital, whether insured or not, is in-
cluded in the BEA accounts in capital
consumption allowarces. This means,
in fact, that what are capital losses to
individual firms are written off at tha
aggregate level a5 capital consump-
tion. If there were no insurance at ali
in the evtonomy, this practice would
be eguivalent to including in each
firtn's capital consumption aliowance
a charge equivalent to self-insurance
againgt sccidentnl damege, which for
the ecomomy a6 a whole would equsl
the accidental damage actueliy orcur-
ring. In an economy where all firms
were fully insured, BEA's aliowance
for accidental damage plus net premi-
ums paid would be equal to gross pre-
miums paid. The nat premioms paid
by firms to insuraece companies
would then appropriately represent
the cast of the services of the insur-
snce indusiry for epreading these
risks. The question that remains,
however, is whether the BEA treat-
ment, which was designed for consoli-
duted aggregate income and product
accounts, iz ales appropriate for the
IEA eyxtem, which is based upon pro-
duction aceounts and balance sheets
drawn up at the firm and establish-
ment levels. From this point of view,
it would seem more suitable that the
actual pross premiums paid by a firm
be treated like any other item of cur-
rent cogt, and that the losses due to
eccidental damage and the reimbuzse-
ment for such losmer paid by insor-
ance companiea he treated as adjuse-
ments to the balance sheets rather
than {o the production account.

4. Health insurance.—With respect

to health insurance, Gorman indi-
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cates that the BEA procsdure is based
on the principle that medical con-
sumption should be shown in the per-
sonal income and outlay account
when the consuming individual de-
cides which doctor or hospital ghall
provide the service. For this remsomn,
BEA includes medien] expenditures fi-
nanced by the government under the
Medicare program in the personael
income and outlay sccount. The
IEA’s, in contrast, fake the position
that when the povernment sets the
standards, circumstances, or condi-
tions under which expenditures are to
k¢ made and requireés accounting for
reimbursement, the reimnbursements
ghould be conzidered to be govern-
ment expenditeres and ireated as the
provigion of benefits in kibd. In the
IEA’s, transfer payments from gov-
ernment to households ave resiricted
to cash payments that do not require
evidence of expenditure for reim-
bursament. On this bagis, the medical
expenditures financed under the
Medicere program ware considered o
be goverament expenditures. In the
case of nedical care paid for by an in-
surance policy purchased by a house-
hold, enly the premium is congidered
in the IEA's to be & household ex-
penditnre. Similarly, the preminm
paid by employers for heaith 1nsur-
ance for their employees is treated as
a benefit in kind incloded in enter-
prise  consumption  expenditures
Gorman suggested that this would
lead to double counting of final con-
sumption, but it does nci. The sum
paid to the medical provider by the
insurance company would be an intar.
niediate product.

E. Interest

Although the IEA’s retgined the
BEA net interest approach, in Annex
1 on (inancial intermediaries we
raised a question as to whether that
approach is really appropriate for the
measurament of output and in the
treatment of interest payments by
households and government. We sug-
gested that consideration be given, in-
stead, to treatment of interest s the
purchase and/for szle of & service, gim-
ilar to BEA’s treatment of rent. Adler
and Sumga indicate that they would
not he averse to seeing the logic of
guch a treatment followsd to ite con-
clusion.
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Denison does have some misgivings
about the BEA treatment of consumer
intarest, bnt he does not believe that
its inclusion in personal conswumption
expenditures and output would help;
in particular he raiszd a question
abont deflation, wondering how in a
constant-dollar series the inclusion of
consumer interest would resclve the
trouble introduced by prices that are
raised to ¢over implicit credit costs.
As Denizon implies, the implisit
cradlit coste are already included in
the price indexzes. The price a con-
sumer pays for a product covers a va-
riety of conditions of sale, including
credit arn ts, delivery, and
refund policy. Under these conditions
it does seem appropriate alsc to take
explicit interest costs into account.

Gorman notes that the treatment of
interest as & cosi of production would
have the consequence that the meas-
ure of a firm’s output would be a
function of the distribution between
borrowed funds and equity capital. A
firm that borrowed part of its capital
wonld, other things being egual, have
a lower value added than a firin that
operated entirely on equity fonds
Gorman does not believe that such a
measure of value added would be in-
temst'mg. Yet the quesiion of horrow.-
ing versus the use of equity capital is
directly analogous to that of produc-
ers who rent the buildings and aqu:p-
ment they use instead of owning
them; those who rent will heve a rela-

ﬁwljr smaller value added than those

who own their buildings and equip-
ment. The distinction, In both cssas,
seams entirely proper.

Gormoan alsc, like Deniron, has dif-
ficulty with the concept of deflation of
interest 52 2 service. If interest were
treated a5 a cost, a rise in the interest
rete would, ceteris paribus, reduce
curreni-follar value added, but the
constant-dellar value added would be
unchanged. Consequently, the implicit
price deftater of value added would
fall. Gorman says that he doas not an-
derstand what such 2 deeline in the
implicit deflator would mean. This is,
however, not really an ancmaly.
When interest is trested as a cost of
production, 2 change ir its price
would have the same effect on defla-
tion as a change in the price of any
other element of cost. For example, if
the price of raw materials rose, other
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things being equal, value edded would,
docline but constant-dollar valus
added would remain the same, lead- "
ing to a decline in the implicit defla- .
tor of value added. Thix cutcome jg
tha result of using double deflation
methods and is to be expected. [
Perhaps for most osers the most+
questionable aspect of treating inter- |
est za a payment for & service relates
to government interest. Government *
deficita that require borrowing—and
therefore the payment of interest-—
may rasulf from a decline in Tevenues
due to recession, and may have no ol
servable counterpart in the physical -+
outpat of goods and services In such |
& situation, however, payments of i in- '
terest may be more in the nature of 2
government expenditure not dissimi-
lar to a public works program, de-«
signed to stimulate the economy.
When goverument borrowing is an
element of fiscal policy, such as bor- +
raowing funds from prodacers and con-
sumers in wartime in order to reduce '

the volume of their expenditures in
the economy. it can be argued that™
those lending the money are indeed ¢
performing & service by reﬁ-am:ng
from spending some of the income ©
they have received If governments
borrow for the purpoze of capital for-
mation, they are operating in the
same manner as business firms, and
thoea providing the necessary funds+
to parmit the capital formation can ba |
viewed as contributing a service for
which interest represents & legitimste -
payment.

\'I
F. firgsy copital formafion and mumgr 1

The IBA's expanded the NIPA con- |
cept of gross capital formation by in-
cluding government purchases of -
structures and durable goods, person-
al consumption expenditures for dura- [
ble goods, and the nondurable goods
that are added to household and gov-"
ermnent  inventories. Surprisingly, -
the inclusion of govermment capital
formation elicited relatively little ™
comment. Tice pointed cut that the
United Nations SNA recognizes gov- '
ernment capital formation, and that
it might be useful for the NIP4's {0
do so0. Tobin went forther and staied
thet crediting governments for the .
value of their physical assets is an ac-
cotnting reform long overdue in this
country.
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, The IEA treatment of houszehold
purchases of durable goods as capital
r formativn & in aceord with the FOF
; treatraent, and is generally approved
of by Taylor and Tice. Marimont, in
. commnenting that the JEA's did not
gongiptently smbody the transactor
rapproach, remarked that the KA
, treatment of househeld durahles leads
" to housshold saving thal few house-
* holds are likely to recognizz and that
even fewer landing institutions would
give much waight to in avaluating the
credit worthiness of & householder ap-
*plying for a loan. But the purchase of
. durable goods such &3 an automobile
, or house furnizshings is often recop-
nized as a capital ependiture by
householders. The seving for such a
purchaze may occur in #dvance as the
s householder accumulates the required
funds, or the puwrchase may he fi-
nenced by & loan. When there is &
- losn, the lending insgtitufion doas
indeed recognize that it i= for a capi-
tal expenditure, and it is shown in
the household Bcocounts as seving
Fwhan it is paid off. As has been point-
ed out above, however, the recording
of transactions in the accounts should
not depend solely on how ndividuals
view the trensactions, but rather on
what is appropriate for the analytical
nzefulpezs of the accounts. The pri-
mery reason for treating household
= durable goods as capital assets on the
halance sheetz of houzeholds and de-
preciating them over the period of
their econornie life is that they last
for more than one accounting period.:
Whether an estimate of net imput-
ed income should be included for ¢on-
" pumer durables, s it iz for owner-oe-
onpied housing, iz a somewhat more
debetable iesue. Denison questions
such an imputation on the ground,
ameng other reasons, that it differs
from the treatment of government du-
. rables. There i much to be said for
this position—but this same argument
also applies to the net imputed
[ncome eatimate for owner-occupied
housing. Elimination of both of these
imputstions would make the treat-
ment of owner-occupied housing and
‘ conswmer durables consistent with
the imputation used for government
struactures and equipment in the ac
counks.
With respect to saving, Denison
feels that the IEA expanded net
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seving is much less interesting for the
analysis of economic growth and fluc-
tuations than NIPA net saving. The
IEA's net gaving shows what each
sector contributes toward financing
all capital formation, whereas NIPA
net saving shows what each sector
contributes toward finaneing private
business eecior investment (including
owner-occupied housing). Which of
these is the more interesting Hgure ig
3 function of ong’s model of economis
behavior. [t may be noted, howaver,
that much of the difference hetween
IEA and INIPA sector net saving does
not arise from the expansion of the
gross cepital formation concept but
from the IEA modifications of NIPA
sectoring, the largest contributing fac-
tors being owner-ocoupied housing,
nonprofit institetions, and pension
and insurance reserves. Without thege
changes, NIPA household and povern-
ment seetor net saving could be de-
rived from IEA net sector saving for
these sectors by simply subtracting
their respective net capital formation.

&, The form of the acconnia

In her comments, Tice poinis out
that, by and large, what the IEA’
have done is move existing pisces into
a new configuration, and she there-
fore corsiders it legitimate to ask
whether all this rearrangement
makes us any better off: Are the
IEA's mora precizely estimated and
more illuminating than the existing
MIPA's and FOF accounts? By defini-
tion, of course, the IEA’s are exacily
as precisely estimated ay the NIBA’s
and FOF accounts, because they are
merely a recrganization of the dats
provided by the two systems. This has
some drawbacks. Az Tice noted, reli-
ance o0 the FOPF accounts resolted in
two major deficiencies in the [EA's:
{1} the cmission of revalvations for
fixed <laim asseis, and (2) the placing
of all changes in land value in the re-
valuation astounts.

Those with the most axtensive com-
ments on the form of presentation
were Tice and Tobin. Denison’s com-
ment was limited to the point that &
grogs saving and investment account
such as BEA provides is very useful
and itg abgence from the TEA's makes
it much more difficult to ghtain an
overview. All the informatiom that
would be shown in such an account iz
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already included in each sector's capi-
tal transaction eccound, but neverthe-
lesg, we agree with Dengion that s
combinad progs saving and inwvast.
ment account would be useful and
staould be presented.

1. IEA s and the FOF accounis.—
Tice finde the BEA presentation diffi-
eult, unclear, and confusing for the
user of the FOF accounts, for three
reasons. Firat, she feels that it iz un-
fortunate that the IEA current ac-
counts stress groes saving and invest-
ment whila the capitai accounts for
the MNation use net concepis;, as a
result, she considers it diffienlt to
rélate the ¢urrént and capital ae-
sounts conceptually or empirically. At
the same timea, she conmsiders that too
much information is provided in the
sector capital accounts, where net
concepts of capital stock are derived
From gross investment flows. Second,
she cites the luck of enterprise sector
discrepancies between net saving as
measured in the current and capital
accounis as a severe limitation of the
[EA system. Finally, she feels that, in
terms of presentation, the IEA’s ave
not as convenient for the analysis of
financial markets as the FOF system
bacauee, in that spstem, time series
are typically given for each of the
cxnponent accounis separately-—capi-
tal transactions, revaluations, and
balance sheets. Her conclusion is that
clearly the specialigt uger of the FOF
syatemn probably will net find the
IEA'R to his liking and not really ap-
propriate for his purposas, but for the
MNIPA user the IEA’s are a nsefu) in-
treduction to this financial informa-
tion. But even here she finds prob-
lems, congidering that the asset detail
that is retained may be overwhelming
for the NIFA user at the same time it
i insufficient for the FOF specialist.

On tha gross/net question, the [EA
income and produet acconnts—like
those in the NIPA's—are centered
around gross capital Formation and
grossa product, but the IEA balance
sheetz are based on current market
valuez, which, of course, reflect pet
values. The only way to use the same
concepts in both forms of accounis
would be to adopt net capital forma-
tion and net product sz the basis for
the current accounis. While =ome
might feel that this would be desir
able, a majority of users, as indicated
by the practices of most countries,
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have showen a preference for pross
concepts in the current scconnts. This
does not, of course, preclude relating
the current and capital accounts, be-
couse full details are given in the
sector ¢apital accounts on gross capi-
tal formation and capital conswmp-
tion.

With respect to Tice's desire to
have the diserepancies of net seving
in the enterprise sector shown as an
addendum jtem, this is simply done
end the more receni versions of the
IEA's do incorporate this item. As
Tobin ohzerved, the unexplained dis-
erepancies arve disturbingly large and
&8 concerted effort iz needed to ding-
nose and remedy these incopsisten-
Cles.

With respect to the form of the
IEA’s, it is trus that their design is
not based on the FOF systeys, and
FOF specislists may ask the reason
for this, Although ithe FOF system
prosents deiailed data on fipancial
transactione, it contnips only very ru-
dimentary information on other as-
pects of the national accounts, and it
could not very well serve as the basis
for 3 comprehensive framework. It
wae considered more appropriate for
the IEA’s to extend the NIPA's along
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the lines suggested by the United Na-
tions SNA to comprehend capital
transactions, revaluations, and bal-
ange sheets

Tice vhserves that the TEA method
of consolidating net worth for the en
terprize and household sectors is dif
Ferent from the FOF consolidation.
The TEA's subiract che equity owned
by hozseholds CGnocluding the market
value of corporate stock held by
households) from entarprise net
worth, whereas the FOF presentation
leaves enterprise net worth intact and
reduces housekald net worth corre
spondingly. Tice points out that the
FOF treatment suggests a mare im-
pertant role in wealth cwning for en-
terprises and may lead to useful in-
sights about the control and likely use
of this weaith. Tobin, however, noles
that the TEA consolidaiion results in
a congistent way of handling devi-
ations of g from 1. Such a measure
is, uf'course, not available in the FOF
treatment, and it is not readily appar-
ent what theoretioal meaning or ana-
Iytic use can be attributad o the FOF
measure of househeld net worth re-
duced by enterprise net worth. Fur-
thermore, because the uneonsolidated
entarprise net worth is also explicitly
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given in the IEA sector accounts, it
can be used when this coheept iz ana-
lytically appropriate. !
Teylor ohjected to the sharp divi-
gion in the TEA's bebween the current
and capital accounts. He felt that this
tends to obscure profoundly the defi-
pitional connections betwean thoge »
twe accounting forms in ways that |
are not helpful to the inexpert user
angd that can cawily lead to error. The
same sharp division is, however, also
found in the Summary of Flow of -
Funds Accouni= table presented in
the May 1982 Survey. Indeed, the™
capita]l transactions account of the 1
IEA’s contains essentially the same
tranzackion flows as are shown in that
table. Even in the more detailed
sector slatements of saving apd in-
vestment published by th& Federal .
Regerve Board only summary totals
are provided for current income and
outlays. Y
The sharp division between current
and capital transections counld be
avoided by listing all transactions to-
gether in terms of sources and uses of ©
funds—as the FOF accounts conce did. |
The sources and uses approach is
quite appropriate where the focus of ~
interest lies in the analyeis of a limit-

Erraia: May 1982 Survey of Current Business

Carneciian

Account 1 The line numbers
3645 should be moved up
8o that 36 appears as the
line numbayr for “Residen-
tial,” not "Exports,” and 45
appears ag the line purmber
for "State and local”

Aceount 1, line 1: The num-
beve in paremthegas shonld
read (1-31), not {1-3%.

25 e . Table 8, line 65: The figure

328.1 sheuld appear in the
“Enterprige’’ tolummn, net in

the “Govermment” column.

26~29 ... Annex 2. Recancilistion Ta-
bles. Table A shows correc-
iions for. the “Source™
column of these takles

Colurmn 2: Insert “and con-
gtant” before “dellars.®’,
which iz the first word in
the colummn,
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il number of transections over a
period of time. The distinction be-
tween current and capital is really

4 quite arbitrary, and for different puar-

-

poses different classifications may be
desired. However, this approach be-
pome: more awhkward as increased
ketoil in given, and it does not solve
the problem of relating capital trans-
~actions to the revaluation and bal-
* ance sheet iteina. The FOF presenta-
tion avoids thesa problems by limiting
the income and expenditurs flows to a
few summary measures, and provid-
ing completely separate revaluation

% and balance sheet information.

Adler and Sunga made a similar
point in suppesting that, as is done in
Canade, the capital finance account
might directly follow each sector’s
vincome and outlay account. This is
appropriate in CUanada, howevar, pri-

I marily because Canada does not have

b either revaluation accounts or bai-
ance sheets, and ao does not need to
| find a place for them.

Z A malrix preseniation.—Tobin
*suppests that the IEA's could be dis
t played somewhat more informatively
. if & matrix presentation were used.
" For balance sheets, there would ba a
matrix for each date with sz row for
esch asset and debt category and a
| column for each sector. Bach cell Gj)
. would display the net position {posi-
| * Hve, negative, or zero) of the sector (i)
{ in the asset (j). When information per-

mits, the grogs positions, positive and
* negative, corld be shown in the cell

with the pet helding equaling their
* difference. The same matrix format
_can, of course, record the changes in
sector holdings of assets from ohe
date to another. Within eech cell
» there would be, as ity the IEA tables,
tara eniries, ohe for the sector's nat
purchases or sales of the asgets at the
prices of the period, and one for reval-
-uation of assets previously acguired.

For any sector, the sum of all these

entries ig the change in the net
« worth, similarly split between the

value of net scquisitions {whick is the
net saving of the sector) and revalu-

ation of existing heldinga. Finally, a

" gecond Aow matrix can be constructed
that will alac lead to the same asti-
mates of sectoral net saving In this

" matriz, the columns are the same, but

the rows represent trensactions other
than the purchase or sale of assets

2
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The row categories are types of trane-
actione like taxes, transfers, imcome
payiments, consumption cutlayes, and
labor compensation. If the list is ex-
bhaustive, their net sums will be the
saving figures. Tobin indicates that
the formai he is advocating is like
that nused in the European System of
Accounts of the Buropean Econgmic
Community (its Table T2) except that
he monld like to conselidate the rows
for asseis and lisbilities of the sama
Lype.

Such a matrix approach does have
the advantage that it provides am
overview of the structure of the scon-
omy st a given point of time and of
its changes from one date to another.
Ag Tobin chserves, it can be carried
out at different levels of agegregation,
At more detailed levels of aggregation
where many sectors and subesectors
ara shown amd mssefs, financial in-
struments, and current transactions
are classified in some detail, the ma-
trixes wonld becorne quite Jarge, how-
avar. Like large input-output tables,
they would then be difficuit to pres-
ant or use in table form.

& The reed for cllernative forms.—
The matrix approach to the presenta-

. tion of data is diametirically opposite to

the time series sapproach recommend-
ed by Tice for financial analysis, and,
Like the IEA system, it maintaing the
gharp difference between current
and capital tramsactionz to which
Tayior has raized objections. I is thus
apparent that different uses may call
for different forma of presentations.
Whatever the form of presentation,
the summary accounts should have
the function of providing an overview
of the economy and defining the
framework of the economic account-
ing system, much in the same way
BEA's S-account gyetem provides an
overview of production, distribution,
and use of the Nation’s ouiput and a
formal accovunting framework for
more detailed supporting tables. As
the system of economic aceounts is ax-
tended, however, the task of interre-
lating all of its component elernents
hecomes more complex. 14 meay, there-
fore, be nsaful to display a number of
alternigtive (but, of conrse, consistent)
presentations at a fairly summary
level, including time series, matrixes,
and related accounts, so that wsers
can choose the forms that suit them

al

best. The FOF presentation has adopt-
ed thiz sort of approach in providing
acoounts not only for tramsactors, but
al=o for specific transactions.

For the more detailed data, it is ap-
parent that for the research analyst
this iz bast made available in machina
readable form eo that it can be proc-
essed and analyvezed by computer. The
IEA tables published in the May 1532
Sunvey represented only the tip of
the icebarg—data were presentad only
for the period 1969-30, and only for
the four major sectors of the economy.
Data for these sectoxrs are available
for the full period 1947-80, and data
for 14 subsectors are available for the
period 1958-73, all on computer tape
obtainable, as noted earlier, fom
BEA. (See the hox on page 42 for in-
formation about the computer tape.)

Summary and Conclusions

A. IEA obfectives and the reviewers’
responEes

1. The modifications ond exiensions
proposed By the IEA%—The IEA's
proposed both to modify the existing
NIFPA’s and to extend their seope. The
mwdifications were based on the prin-
ciple that the aggregate accounts For
the Nation and the sector accounis
should be viewed conceptually a8 cor-
binatione and consolidstions of the ae-
counts of individual transactors. This
principle led to three specific types of
modification. First, the NIPA sector-
ing of the economy was zltered, re-
moving nonprofit institutions from
the housshold sector and setting up
an enterprise sector. Second, some
modifications were introduced in the
treatment of specific flowe in the
NIFPA's, including soch items as
owner-occupied housing, government
and consumer durahles, and pensionas.
Finally, market transactionz and im-
putations for nonmarket activity were
ceparated so that additiona] imputa-
tions vould be introduced without im-
pairing the usefulness of the system
for the analyeiz of the markast econo-
my.

Two types of extension of the
NIPA's were asnvisioned. PFirst, the
TEA's  introduced  accounts for
stocks—balance sheets—and integrat-
ed them with the flow accounts
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within its modified framewoerk of ag-
gregate national accounts and secior
accounts. This entailed construction
of the revaluation accounts needed to
show how balances at the end of a
period are derived from those at the
beginning of the period. Second, the
IEA’R proposed extending the national
accounting framework to embrace mi-
crodate as well as macrodata. I is our
wview that it is now feazible, statisti-
cally as well as concepénally, to con-
struct compasite microdata sets for
houscholds, enterprises, and govern-
mental units that would consclidate
En the sector accounts of the Nation.
Such microdata sets can accommodste
a wide varisty of economic, social, de-
mographic, and locational informa-
tion relating to individual microunits.

2. The BEA response.-~Tha IEA pro-
posals for modification End extension
of the national atcounts encountered
substantial opposition from those who
had been intimately involved in the
original desian or more recent impie-
meniation of the NIFA's, The pro-
posed sectoring changes were rejected,
on the grounds that the cobjective of
establishing sectors compatible with
the sccoonts of individual transacters
is a chimera, and that the removal of
nonprofit institutions from the house-
hald sector would complicate the ac-
counts and inerease the heterogensity
of the enterprise pector. The IEA
modifications in the recording of
transactions were opposed on the
grounds that the principles on which
these changes were made were hei-
ther consistent nor valid. Specifically,
strong support was voiced for retain-
ing the BEA treatment of cwmer-occu-
pied housing, consumer durables, and
pensions. One comment did, bowever,
recognize that the question of con-
gumer and povernment capital forma-
tion has long been & controversial
topic and that the proposed IEA treat-
ment sesmed sensible. The proposed
separation into market transactions
and nonmarket imputations wag re-
jecied both because it was considered
to increage the complexity of the ac-
counts and betause the imputations
contained in the NIFA's were not con-
sidered to be more speculative or dif-
forert in kind from market transac-
tions,

The extension of the NIFA's 0 em-
brace halance sheeoie was discussad by
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only one BEA staff member. A de-
tailed examination of the ITEA capital
acconnis was provided, and the gues-
tion was posed a= to whether the
IEA's were more illuminating than
the existing accounts. The peneral
conclusion was that the IEA presenta-
tion was clearly not as convenient for
the enalysiz of financial markets a=
FOF accounts, and the taliet user
of that gyatem wonld not find it to his
liking. For the NIFA user, however,
the TEA's were considered to be a2
neeful introduction to this Anancial
information. The proposed IEA exten-
gion involving the development of mi-
crodata underlying the accounts was
eenerally regarded by all the BEA
staff who commented as both imprac-
tical and too ¢ostly.

8. The response of oubside revieto-
ere—The outside reviewers wera, on
the whole, more recepiive to the
modifications and extensions proposed
by the TEA's, althongh the viewpoinis
they represent are quite varied. In
the comments relating to the modifi-
cations of sectoring, there was consid-
erable support for removing nenprofit
institutions froma the hovsehold
secior, but cne ¢omment expressed
concern for the effect this would have
in blurring the profit-motivated char-
acter of the enterprise seckor. With
respact Lo modifications in the record-
ing of transactions, strong approval
wag given to the akeration in the
treatment of owner-occupied housing,
government and consumer durpbles,

and pensions, although in relskion to

ownar-gecnpiad honsing and consumer
durables one comment noted that the
proposed treatment would alter the
traditional concept of the houschold
as & consumption unit. There was
sorne support for, and po opposition
to, the separstion of nonmarket impua-
tatines from market transactions; it
was felt that this would permit the
future expansion of sstimates, if de-
gired, inta other nonmarket sress
With regpect to the extension of the
NIPA's to embrace balance shaets, all
of the outade reviewers were strongly
in favor of such a development, but
they differed in their views on the
form of presentation of this informa-
tion. There was agreement that capi-
tal accounts showipg stocks of dura-
bies should be developed for the gov-
ernment sector, and that owner-oocu-
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pied housing and ¢onsamer durables.
should be included in the balanee
sheets of households. There was rela-
tively little discussion of the incorpe «
ratiom of wmicodata One comment
noted, however, that although the de
velopment of mierodata was both dif
ficult and costly, the micre-macrs”
data methedology intuitively points in .lq
the right direction.

-t

)
B The naflona! aecounts a5 g frame,
work for the atatistical sgitem

One of our major purposes in devel- i
opiag the [EA’s was to demonstrate
that, with some modifications and ex-
tensions, the NIPA'z cosld be used aga
a comprehensive framework for the
U5 statistical system. Although our
presentation of the IEA’s strongly em- +
phagized this objective, this topic was
not commented wpon by aither the
BEA staff or the outside reviewsars,
Nevertheless, we would argue that it .
is thia aspect of an integrated and ex-
panded system of accounts that is ]
most {updsmental and important for
the future development of both the
national accounts and the U.8, statis-
ticel systam.

The Bonnen Heport on “Improving
the Federal Statigtical System'” point- -
ed out that thare are ovar 10{ Federal
agencies with statistical programs,
and the statistics that are produced in =
smaller statisticel units or as a hy-
product of administrative and regula- %
tory data are often unreliable and _
poorly designed for their purposes.®
Restrictions on interegency sharing of -
data for statistical purposes result in
lack of comparability of data pro-
duced by diffarent agencies as well as
failure to euploit fully data bases de-
veloped at subatantial costs. There 1 -
rot enough interaction between data
produecers and data users, incleding
policy analysts and policymakers, -
largely becauze they are in different
agencies. As a result, producers are
insufficiently informed about the util- |
ity of the data they provide, and ans- ™
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E. “Inpirereling the Fedaral Statistical Syslem: Report
of the Prasident's Beorganleation Project for the Fud-
1;_5!‘:1 Statwllcal Syttom,” Storizrisel Separier Tay
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,lysts are often unawsre of important
'Yimitations of the data they use. As
sthese conclusfons of the Bonnen
| *Report clearly imply, the term “statis-
tical a:.ast.em” as applied to the United
States is indeed a misnomer. The sta-
tistice]l resources that exist in the
WUnited States are highly fragmented
A and uncoordinated.
Prior to the 1970%s, the Office of
w Statistical Stendards of the Bureau of
the Budget and its predecessor organi-
3 zations made an effort to improve the
quality of statistics through formes
‘review and review of the budgets of
r;tha statistical agencies, and by estab-
i lishing cutside review commitéasy. Al
“though such efforts were useful and
in some degree successful, they were
guite inadeguate to desl with the
shighly decentralized atatistical
system. Since that time, however, the
¥ situation has steadily deteriorated. In
& 1971, the function of statistical coordi-
nation way assigned to the Statistical
' Policy Divisien of the Office of Man-
agerment and Budget. By 1977, the
retaff hod been reduead to 29, from the
 level of 69 it predecessor had had in
194'? In 1573, the Statistical Policy
" Division was abolished and the coordi-
naiion function was woved €0 the
(Mfice of Federal Statistical Policy
¢ and Standards in the Department of
Commerce, with furtber reduction of
sgtaff, That office has now heen shol-
| ished, and at the present time the
" only statistical coordination funetion
r that remaine in the Federa! Govern-
ment is in the Office of Information
! and Regulatory Affairs of the Office
of Management and Budget-—which is
"primarily concerned with meeting the
-~ mandatexs of the Paparwﬂrk Reduction
M.L oot with improving statistics.

In the context of the fragmentation
and decentralization of statistical ac-
tivities cnuplad with the abandon-
_wment of serious efforts to achieve sub-
. stantive coordination, the attempt to
"t develop 2 comprehensive framework

23
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for the stetistical system may seem to
be an epercise in futility. Cortainly
BEA itself is in no position, in terms
of afther authority or budget, to bring
about an integrated statistical system,
and the Office of Mansgement and
Budget has neither the required staff
mor the inclination to be concerned
with this topic.

Navertheless, some things can still
be accomplished. Perhaps the most
obvions and immediate step that
could be undertaken would be a joint
effort by BEA and the Federal Ee-
serve Board to develop a system of ac-
pounts that would ombrase the
NIPA's, FOF accounts, and balance
sheets, wsing common classifications
of transactions and of gectors and sub-
sectors. In such a common systern, it
wouold, of course, be reascnable that
BESA would produce more detailed
and expanded information relating to
the current sccounta and reproducible

-capital stocks, and the Federal Re-

serve Board would specialize in pro-
ducing the finangial information. The
two agencies might indeed present
different levels of detail in their re-
spective publications, but it would be
moat useful if both aets of information
were recoghizable as parts of the
gRmMa systam of actounds.

There are slso other areas where
interagency cooperation would be de-
sirable. There would, for example, bhe
congiderable advantage in  having
commaon classifications for the price
information collected by the Burean
of Labor Statistics and for the indus-
try and final product information in
the naticnal accounts. The fact that
these systems differ reflects in large
part the periods in which they arigi-
nated, not present needs. Similariy,
mtch would be gained by allowing all
agencies providing data clagsified by
industry to use the Stendard Statisti-
cal Establishment List as the basis for
assigning industrial classifications to
their reporting unita.

b3

These portial and ad hoc meas-
urements cannot, however, be expect-
ed to achieve the type of integrated
pltatirtical system here being pro-
posed. Teo achieve thls, it would be
necessary to formulats in gome detail
an overall accounting system that is
cepeble, not only of integrating all
economic data, but alse as serving as
a framework for social, demographic,
environmental, and regional informa-
tion. Such a system would need to
provide for the interrelation of macre-
and micro-daia.

The required system cannot be ex-
pected d0 emerge without censidera-
tion of many of the important specific
imsues involved. The National Ac-
counts Beview Committee, which was
convened by the Office of Statistical
Siandarde a gquarter of 8 century ago,
was a useful device in setting forth
the major i=sues of national sccount-
ing as viewed at that time. Similarly,
in the development of the revised
Inited Nationz SNA, major issoss
were reviewed by those concerned
with national accounting from many
different countries, who met regularly
over a pericil of years. The time may
now be appropriate to sssemble a new
group of producers and usare of statis-
tics embracing not only those con-
cerned with the national economic ac-
counts but those involved in a wider
gpectrum of other types of informa-
tion. Fo thiz conmection, sonsideration
should e piven io the experiences of
other countries in the development of
their statistical systems, and te the
emerging international statistical
gtandardes. Even f ne immediate
action is contemplated, snch an effort
to design an integrated set of national
accounts and related data would be
extremely important in helping to de-
tmmine the future architectare of the
statictical systern. Without some over-
all plan to follow, the U.S. statistical
system will remain fragmented and
uncoardinated.
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